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China, The U.S. and Financial Crises
By
Jorge Salazar-Carrillo and Xu Li*
1.) Since 1990, and up to 2009, China’s Gross National Income has grown by 14 times in
current U.S. dollars, following the Atlas Method of the World Bank.
2.) China’s exports have expanded by 233 times since 1990, and up to 2009, while
imports have increased 237 times, when the World Bank method and OECD national
accounts data are used.
3.) Foreign direct investment in China in current U.S. dollars, using the balance of
payments approach of the IMF, and in net terms, has expanded 11 times in the period,
which is less than GNI.
4.) The external debt stocks of China in current U.S. dollars have expanded by only five
times during the 1990-2009 period, but the short-term component of those World
Bank estimates, have expanded much faster (27 times).
5.) There has been a worry about the U.S. debt to China, but it does not consider that the
international reserves of the U.S., have grown 89 times since 1990. By the end of
2009 they stood at 2 trillion 454 billion including gold (the U.S. has 8,000 tons of
gold see Table 1). These statistics are from the U.S. government (see Fig. 1).

*Jorge Salazar-Carrillo is Professor of Economics at Florida International University.
Xi Lu is a Ph.D. Student in Economics at Florida International University.
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6.) In addition, the rest of the world continues to invest in the U.S. Between 1994 and
2009, such foreign investments undertaken directly, which means that foreigners have
control of their assets, and are not just lending them, expanded by three times. China
has very few direct investments in the U.S.
7.) From the year 2003 to the end of 2010, the gross external debt of the U.S. has
doubled. According to U.S. government data it now stands at $14.5 trillion, slightly
below the country’s annual gross domestic production (GDP).
8.) The latter contracted from the beginning of 2008, but by the end of 2010 had regained
its previous peak. During 2011 it has continued to expand, and now stands at
approximately $15 trillion, thus slightly above its external debt.
9.) In contrast to the recent experience of China, inflation in the U.S.A., after peaking at
a yearly 4.1% in 2007, has remained tame in 2010 and 2011, averaging just 1.0% (see
Fig. 2). Thus, contrastingly with China, it will not require a restraining of its
monetary expansion, particularly since fiscal policy will have to become
contractionary in the last quarter of 2012.
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10.) Like China, the most dangerous sector for the health of the U.S. economy is in
housing and its related expenditures. Although a small part of GDP, the crisis in these
sectors continue to be severe in both countries. Since the beginning of 2006 the prices
of single and multifamily (apartments) units have been contracting as shown by the
nationally indicative Case-Schiller index. Coincident with the recession, the decline
became severe at the end of 2009 (the end of the U.S. contraction), but has not
recuperated totally since then, after suffering, from peak to through, a decline in
prices of more than 25%. (see Fig. 3).

11.) As recently pointed out by our most acclaimed student Professor Carmen
Reinhart, a pervading financial crisis, spurred by continuing decline or stagnation in
housing and its related sectors, may portend a continuing economic malaise, if not a
double-dip recession. This is the argument in her book This Time is Different,
published in 2009, and co-authored by Ken Rogoff, both of them at Harvard. If policy
makers deal with the crisis as a run-of-the mill downturn in the cycle of the economy,
their quick fixes may hamper aggregate demand and supply. It should be understood
that a deep and protracted crisis portends a long and extended recovery. This is
particularly the case for unemployment.
12.) Economic crises have been recurrent in the World for at least 800 years. They
result in economic upswings bolstered by widespread business optimism and made
good by credit expansion (private, public and external). When the economy falters
and the financial sector weakens, public and internal debt soar (a significant part of
which was hidden in the woodwork) and default of private (part of which are
absorbed by the government) and public debt ensues, leading to restructuring or
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repudiation. These downturns are more protracted and severe when they originate in
the world’s financial centers.
13.) Many of these events have lasted for long periods of time, and have been frequent
in the last 80 years. For the major ones, their duration have been of about 20 years
(half in expansion and half in contraction). The contractionary phase of these cycles
(like the present one) result in lower GDP growth and housing prices, and higher
unemployment than in the preceding decade. Inflation is also lower. The
expansionary phase of the cycle is fueled by credit expansions and rising leverages,
which are undone in the almost as long downturns.
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Table 1
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